‘ ' = dh o A
Approved For Release 2000/08/23 : C|A-RDP64-006’1’4’AQG0100130002@

Bino-8oviet Bloc %mgc Activities Relating to ?
onomic Defense Policy |

This report is intended to be a concise summary of Sino-8oviet bloc

economic activities in Free World countries with particular reference to
those aspects which have some important direct relation to economic defense

policy. The terms of reference csll for reviewing bloc activities as they

haves

a. DBeen used to obtain stretegic goods, technology and services,
either by purchase or barter, or by the extension of capital assistance
repayable by exports of strategic goods to the bloc.

b. Taken advantage of outstanding commodity and trade problems in

Free World countries for the purpose of increasing bloe influence.

Broeder questions of other economic motives and the politicel obJjectives
being pursued by the bloe are not considered, but this is not intended +to
detract from their relevance for determining economic defense policy.

I. BAGKGROUND

With the expansion of bloc foreign economic activities beginning

in 1953, the Bino~Soviet bloc hes been engsged in a worldwide program of
enlarging existing trede agreements and negotiating new agreementis, providing :
long-term credits to underdeveloped countries for economic development and
armg purchases, providing technicel sssistance, and increesing perticipation
in trade fairs. By August 1956 between $90¢,000,000 and $1,000, 000,000

of long-term eredita offered by the bloc had been accepted - more than

90 percent going to Egypt, Yugoslavia, Afghanistan and India. The number

of trade and payments agreements between bloc and Free World countries
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rose from 98 in December 1953 to 190 by the end of April 1956. In 1955
bloc trade with the Free World reached nearly $4.5 billion es compared

with only $3 billion in 1953. The Eurcpean bloc accounts for about $1.4

. billion of the total increase. In the same period the level of intra-Bloc

trade showed little change, but still accounted for the bulk of the
foreign trade of the member countries. Looked at from the other side of
the coin,only a few Free World countries conducted a significant proportion
of their trade with the bloe. In 1955 bloe trade represented less than
10 percent of the total in all free world countries except Afghanistan,
Bgypt, Iceland, Pinland, Turkey, and Iren. Although Western Europe
remeing the prineipal bloc trading pariner, trede with underdeveloped
countries has been making up an increasing proportion of the bloc's total
trade turnover. While still a net importer of capital goods from the Free
World as a whole, the bloc has increased sharply exports of such goods to
underdeveloped areas. Bloc imports from the underdeveloped areas, largely
foodstuffs and raw materials, have been rising steadily since 1953.

The bloc has the capacity to double or even triple with the Free World
if it should consider such a step economicelly or politically advantageous.
However, the prospects are thet bloc trade - particularly that of the
satellites -~ with the Free World will continue to expand enly moderately
in the next few years. While there are strong incentives to abandon the
traditional strict adherence to autarky, bloc plans still indicate that
wost of the area's growing requirements are to be met from internal bloc
production, and wile some inereases in trade with the Free World are
anticipated, they are unlikely to be carried to:a point where the bloe
would become avoldably dependent on the Free World for any significant
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proportion of 1ts eritical supplier or even & large part of its consurption

of medium priority goods.

It is beyond the scope of the present paper to consider the extent to
which increesed trade has & measurable counterpart in bloc ability to exert
greater influence on the foreign relations of the countries to which its
econonnic offensive hes been directed. Increased economic relations will
no doubt have an impact on the recipients, but increesed trade has been
only cne element in the larger fabric of the new bloc diplomscy and its
share of the oredit for recent Soviet gains in the politieal sphere cannot
satisfactorily be isolsted. A recent intelligence estimate on this

problem concludes:

"The extent to which the bloc can employ econoinic pressures
and inducements to obtain manipulative control over the foreign or
domestic policies of underdeveloped countries appesre to be limited.
Recent history shows that, while economic conslderations may
contribute to securing influence for one country over ancther,
additional factors have almost alwaeys been egsential to the process.
In the abesence of fevoring considersations such a8 power relation=-
ship, domestic tension, or international rivalries, economic forces
bardly have decisive effect.®

The question to be considered at this point may be phrased as follows:
To what extent and under what circumstances has the 8ino-8oviet bloc been
able to cbtain strstegic goods, technology, and services, from the Free
World as a result of the expanded economic offensive?

With a few exceptions it 1s difficult to isolate bloc activities so as
to identify precisely those cases where strategic goods moved or may move
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to the bloc es part of e deliberate effort to secure such goois as the price

of barter trade. Again with a few exceptions there is no evidence that the

bloc was badly in need of most of the strategic items secured and thus actively
negotiated purchases with that purpose in mind. The more relevant conmiderations ‘

ruling appeer 1o be deliberate efforts to create dissension over trade

controls within the Free World -- even on a small Bcale and largely for
political ressons -- and at times & coincident desire to secure access to '
sone strategic commodities. The lack of strategic goods in a Free World
country, or the adamant refusal to breach trede controls, has not effectively
barrved trade arrangements in most cases. At the same time the bait of a larger
volume of trade has been dangled before the Free World countries, and the
price demanded (again probebly most importantly for political reagons)
sometimes involves violation of strategic control systems. Offers of
substantially incressed trade with Bestern Burope and Japan have been
multipiying, in almost all cases including an attempt by the Bloe to secure
strategic goods and circumvent Free World controls. In offers to under-
developed countries in Bouth and Scuthsast Asia, the Far East, the Middle
East and lLatin America, the bulk of ltems sought are not strategic list
comnodities, and the primary reason for bloc offers lies in broader
econamic and political objectives.

The following listings of instances of where the Sinc-Soviet bloc
has cbteined strategic goods as part of its expanded economic activities is 1
not intended to cover every single transaction but merely to indicate the

general nature of such transactions, |
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A. Bloc ! of Stratepde Goods from COCOM Countries

l
|

Under COCOM exceptlions proecedure the bloc has secured or definitely
arranged for purchase of stretegic goods in a muber of instances. In the

1956 trade agreements with the UBSBR, Denmark has sgreed to eupply two fast

merchant ships, nine refrigeretor ships, and other items subject to COCOM
controlse Thig trade agreement ended the histus in formal trade relations
between the UBBR and Denmark which hes existed since the lapse of the
previcus agreement in mid-1954, HNegotistions had been protracted by Soviet
ingistence that Danish tankers be included in the agreement. The Danes,
eager to resume formal itrade relations with the USBR, eventually offered
fesgt merchant vessels instead of tankers.

Turkey shipped about 17,000 metric tons of boracite to the bloc in
1955, about half of total Turkish boracite exporte. Turkish officials
claimed that becsuse of foreign exchange difficulties they camnnot cut off
boracite exports to the bloc unless Free World markets are avallable. On
aggurance that the UB would help-- even to the extent of cutting back US
exports -- Turkey agreed in July 1956 to take steps to curtsil boracite
exports to the bloe.

The 1956 Netherlands-UBSR trade protocol included three cargo vessels

on COCOM lists, and the matter is under COCOM review. The 1956 Hetherlands-

Hungary agreement calls for Dutch exports of roller bearings. Norway has

been shipping ealuminum to the USSR for some time, and this usual trade has

been provided for in recent new agreements. The 8Soviet Union has also been
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gseeking asdic (sounding) deviees from Norway, and the Norweglans have
indicated that they are considering supplying o small mumber.

Extensive and increasing use of exceptions procedures have been used
by many of the COCOM countries to license shipments to Communist China, a
reflection of the desire to exploit a trade potential but also, and
importantly, an indication of Western Buropean and Japancse dissatisfaction
with the COCOM-CHINOOM differential. In the first five months of 1950
exceptions reported for CHINGOM country shipmente to Communist Chins were
valued at $7.5 million campered with $5.5 million for all of 1955 and $1.7
million for all of 195k,

Japan has guided its trade relations with the bloe according to
COCOM-CHINCOM controls. About 80 percent of Japan's trade with bloe
countries is with Communist Chinm, and there is increasing dissatisfaction
on the part of Jmpan over the CHINCOM differential. If the differential were
to be removed, the trade with Commmist China would probebly rise sharply.
The mechanism for an incresse in Jepan®s trade with Compmnist Chinm and
the inclusion of goods on present control liste has been established under
the sgreement between Communist China and the Japanese International
Trade Promotion Associstion. The agreement established three categories of
goods, with itrade within each category being matched against certain classes
of goods by each ecountry. Thus under one category Chinese Cammunist exporis
of such controlled items as copper ingots, aluminium, steel plates and
tubes, galvenized iron sheets, etc. Such agreements provide preasure on

the Jepanese to breach controls in return for necessary imports.
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The Boviet Union has made offers of large increases in overall irads
with the UK, Prance, and Jepan -~ but included in the oiffers to purchase
were a wide range and large quantity of strategic goois. These offers are
in early negotiating stages, but there will undoubtedly be increasing
pragssure on the Pree World countries to modify controls to meet avowed desgires
to incresase the level of treade. The large volume of shipments of ecpper
wire from the Free World to the bloc following the 1954 COCOM list revielons
is well~known. The readiness of the Dloc to meke these purchases was
matched by the eagerness of Free World suppliers to exploii the situation.

B. _The Role of Strategic Materials in Bloc Trade with Underdeveloped Arees
of the ¥ree World

The most important shipments of rubber to Commnist Chins were a result

of Rhe five-year agreement entered into irn 1952 calling for the anmual exchange

of 50,000 tons of €eylonese rubber for 27C,000 tons of Commnist Chinahs rice.
The Commnists were undoubtedly motivated by the desire to drive a wedge

in the effective coverage of Western controls as well as by their desire to
secure rubber. When the agreement was negoiisted, Ceylon urgently needed
rice and found the Camminist offer of premium prices for rubber attractive

at & time of declining rubber prices.

Rubber was also shipped from Burma to Communist China in 1953, in 1955
and in 1956, 8ince the recent relaxation of CHINCOM controls permitting
controlled shipment of rubber from other Asian producers to Commmnist China
there has been no evidence of a rush to purchase., Cammunist China has always

been able to get Indonesian and Malayan rubber via the European bloe, to which
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eontrols did not epply, but it is believed that the bulk of requirements
are being secured from Ceylon., The relaxation of CHINCGM controls to
peruit "remsonable” shipments of rubber has opened the way for progressive
whittling awvay of the remeining restructions on rubber, Malayen rubber
merchants, anxious to open up & market in Compwnist China at time when rubber
prices are slipping, are actively seeking to inerease their exports. This
pleces the Communists in a position to exploit dissension between the B
andi its allies, who have different attitudes toward the trade, and to work
for further reduction of controls on the full range of the CHINCOM differential,

Strategie goods as defined in control lists have not been moving from
the Middle Emst or Africa. Although unconfirmed reports indicete that
strategic materials are being transhipped from Tangier and Bierut, the
quantities are insignificant. No overt shipments from lLatin America have
been in violation of Battle Act lists. Rather the Latin Anerican eountries
have maintained careful legal conformity with control 1ists. The bloc
countries appear to reelize the special nature of US-Latin American relstions
and trade offers have not been based on a shopping list of strategie
materials, although bloe propaganda belabors Western controle as being
against the best interest of the latin American countries.,

Large scale trade and eredit agreemnents between the bloc and other
countries in the world, e.g. Afghenistan, Egypt, India, Iceland, and
more recently Indonesia, have been negotimted. But as yet there is no
indication of significant movement of stratezic materials to the bloc as

& result, Afghanistan, Egypt and Iceland have little to cifer elong this
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line. The development credits grented to India include planned ghipment

F of goods in repayments and may {involve ltems such as industrial diamonds,
! mica and mangenese. The Indonesian agreements with the bloc have ineluded
rubber., Bloc offers to assist in developing petroleum resources have been
made to india, Isreel, snd Indonesis; Czechoslavakie has »id on a refinexry
for Syria; and the bloc has expressed interest in oil developments in latin
Americe and elsevhere, Outside of the Yugoslav credits mentioned earlier,
it appears that the major credits offered by the bloc {plus & grant to
Canbodia) have not been tied to securing strategic materials.
C. _B8loc Arrangements with Yugomlavie and Finland

The post-8talin bloc efforte to woo Yugoslsvia have included msjor
economic programs with important strategic eommodity agpects. Although
not & COCOM cooperator, Yugoslavie has exprcised some measure of restraint
in early post-8talin contacts because of its interest in maintaining US
assistence. However, more recently the bloc has been extending large scale
credits and entering into a wide range of trade agreements with Yugoslavia.
Yupgpslavise recently took a significant step toward closer economlc and
political relations with the bloc by signing an inter-govermmenial agreenent
providing for a joint Soviet Union - East Germen credit of $175 million to
develop the Yugoslav aluminum industry. Along with all the political and

general economie remifications, this agreenent conmits Yugoslavia to future

deliveries of significant quantities of alumimm to the bloc - possibly as
much a8 50,000 tons annually under the initial eredit terms.
The Scviet Union is reported to have offered to finance the development

of Yugoslav copper deposits - a prospect for which Wegtern financing has been
B8ECRET
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under negotiation. Although the Yugoslavs announced Soviet willingness to
accept repayment in producis wther than copper, there is no assurance that
this would be the eventual result. The reconstruction of two lead - zinc
mines, end the construction of a mercury smelting mill, all under terms of
a Yugeslav~-USSR credit agreement are also reportedly underway, but there is
no gpecific information a8 to provielons for repayment from thelr output.
The bloc has been receilving & number of strategic lisi items from
Finland, but this trade cannot be presumed & result of the post-Stalin
economic offensive. Finland's dependence on trade with the bloc grew
out of the reparations required by the Finnish-Soviet peace treaty. These
reparations were not only large but required the production of strategic
items to Bloc order. When the reparations were completed, the industries
established were dependent upon the bloc market and the export to the bloc
of such goods as ships, power station equipment, and cobelt continued. The
Soviet Union pursued its policy of fostering Finnish exports to the Bloc
by arranging for loans for Finnish development, and easing Finnish external
financial problems by meking some paymente for goods in convertible currencies.

III., HLOC EXPLOITATION OF COMMODITY AND TRADG PROBLEMS
T THE FREE W

FREE WORLD

The bloe economic offensive has been able to exploit the desire in
underdeveloped countries for rapid economic growth and stable export markets.
Bloc loan terms usually provide for repayment directly through the exports
of underdeveloped countries, and in some ceses the bloc has agreed to take
surpluses that have been difficult for the underdeveloped country to dispose

of in normel markets. In an even broader sense, the entrace of the Soviet
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bloc onto the world trading scene - followin g the years of traditional
autarkey and coming at a time when competition for markets within the West
was growing - opened up visions of high levels of profitaeble ttade for both
highly developed and underdeveloped countriee in the Free World. Even
though this is doubtful, it has influence on the minds of business men and |
hes created strong pressures on many governnents.

The most striking exsmples of bloc exploitation of cormodity problems
in the ¥ree World are the Durmese rice agreenments and the Egyptisn cotton-
arms deal. Other instances of opportunities pursued by the bloc include ‘
the aforementioned Ceylon-Comminist China rice-rubber agreement, the bloec
purchasee of fish from Jceland, the increasing role of the bloc as a warket
for Turkey's staple exports, large bloc purchases of Uruguayan wool and
meat, and bloc willingness to increase purchases from Argentina at a
time when traditional Argentine exports were experiencing rerket problems,

Bloc purchases of rice from Burma in the course of this campaign rose
from an insignificant level of where at leest 25 percent of Burma's rice
crop is under some form of commitment to the bloc. Negotlated at a time
vhen Burma was burdened by a seemingly overwhelming rice surplus, these
agreements involved the bloc intimately with Burne's economy which is heavily
rice-oriented. The recent improvement in the rice market, and & measure of
Burnese disillusionwent with the so-called benefits of barter trade, have

reduced the opportunity for blec exploitation, but the situation remeins

serious for Western interests. |

SECRET

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100130002-6




[N

- - A - M
Approved For Release 2000/08/23 : CIA-RDP64-00014A000100130002-6
SECRET
- 1_2 -

The general features of the Egyptien cotton-arms deal are well-known,
and the results are still unfolding. In view of world cotton mexrket problems,
the great dependence of Egypt on cotton as an earner of forelign exchange, and
Egypt's military aspirations, the willingness of the bloc to engage in
assuring amarket for about 30 percent of Egypt's cotton exports has improved
the fishing in troubled waters.

The general interest of one crop economies and countries experiencing
belance of payments difficulties in trade with the bloc has opered up
channels for increasing bloc influence, The gquantities taken by the bloc -
tough small compeared to the large economic base of the bloe - represent
important quantities to the exporting countries. The receptivity of the
underdeveloped countries to bloc overtures is heightened by bloc willingness
to offer capital goods, technicians, favorsble credit terms; and arms to
meet national military aspirations. Moreover, bloc offers are appesling as
2 device for improving bargalning power of underdeveloped countries with
the developed countries of the West -- particularly the US. There is no
doubt, also, that bloe overtures have been able to capitalire on the
discontent in some countries with trade, tariif{, and surplus disposal

policies of the developed countries.
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